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OATH OR AFFIRMATION

i, Shoichi Hikota ‘: , swear (or affirm) that, to the
best of my knowledge and belief the accompanying financial statements and supporting schedules pertaining to the firm of

Kokusai America Incorporated , as of

March 31 , 20 02 , are true and correct. | further swear (or affirm) that neither the company

nor any partner, proprietor, principal officer or director has any proprietary interest in any account classified soley as that of a

customer, except as follows:
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Signature

President
Title

e State of New Vorl
Rbgwtfauor 31-472181%
_Uualified In New York County
¥ Commission Syr rag May 54 ?G’U’/
This report*™* contains (check all applicable boxes):
X (a) Facing page.
X (b) Statement of Financial Condition.
8O (c) Statementof Income (Loss).
(d) Statement of Changes in Financial Condition.
(e} Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietor’s Capital.
(f) Statement of Changes in Liabilities Subordinated to Claims or Creditors.
(g) Computation of Net Capital.
(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
()  Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.
(i) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 and the
L Computatlon for Determination of the Reserve Requirements Under Exhibit A or Rule 15¢3-3.
(K) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of con-
.- solidation.
(Y  An Oath or Affirmation.
(m) -A copy.of the SIPC Supplemental Report.
(n). --Areport describing any material inadequacies found to exist or found to have existed since the date of the previous audit.
(0)  ‘Schedule of Segregation Requirements and Funds in Segregation for Customers Trading on U.S. Commodity Exchanges.
{p) Statement of Secured Amount and Funds Held in Separate Accounts for Foreign Futures and Options Customers Pursuant to
Commission Regulation 30.7.
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**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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with Report of Independent Auditors




KOKUSAI America Incorporated
(A Wholly-Owned Subsidiary of
KOKUSAI Securities Co., Ltd.)

Statement of Financial Condition

March 31, 2002
Contents
Report of Independent AUGILOLS .......cccoveerriirriiescieercnteceeeseeceeeeee e ettt easseseseassenes
Statement Of FINANCIAL CONAION ...c..eeieeieiiieeti s e sreesseasesetesssseteessstesesssssessesasesssssansenes
Notes to Statement of Financial Condition ............cueeuueeerrrioiiiieeiieieeevireseevreeerereeerinsianaes




E—’IERNST&YOUNG & Ernst & Young Lip | Phone: (212) 773-3000

5 Times Square www.ey.com
New York, New York 10036-6530

Report of Independent Auditors

To the Stockholder and Board of Directors of
KOKUSAI America Incorporated

We have audited the accompanying statement of financial condition of KOKUSAI
America Incorporated (the “Company”) as of March 31, 2002. This statement of financial
condition is the responsibility of the Company’s management. Our responsibility is to
express an opinion on this statement of financial condition based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the
United States. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the statement of financial condition is free of
material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An audit also includes assessing

-the accounting principles used and significant estimates made by management, as well as

evaluating the overall statement of financial condition presentation. We believe that our
audit provides a reasonable basis for our opinion.

In our opinion, the statement of financial condition referred to above presents fairly, in all

material respects, the financial position of KOKUSAI America Incorporated at March 31,
2002, in conformity with accounting principles generally accepted in the United States.

é/vmt ¥ LLP

April 23, 2002

A Member Practice of Ernst & Young Global




KOKUSAI America Incorporated

(A Wholly-Owned Subsidiary of
KOKUSAI Securities Co., Ltd.)

Statement of Financial Condition

March 31, 2002

Assets

Cash

Short-term investments

Accrued interest receivable

Deferred taxes

Fixed assets, at cost, less accumulated depreciation of $1,429,608
Other assets

Total assets

Liabilities and stockholder’s equity
Accrued expenses and other liabilities

Stockholder’s equity:

Total stockholder’s equity
Total liabilities and stockholder’s equity

See accompanying notes to the statement of financial condition.

$ 154,700
21,950,000
44,301
248,365
217,260
617,640

$ 23,232,266 .

$ 115815

23,116,451

$ 23,232,266




KOKUSAI America Incorporated
(A Wholly-Owned Subsidiary of
KOKUSALI Securities Co., Ltd.)

Notes to the Statement of Financial Condition

March 31, 2002

1. General Information

KOKUSAI America Incorporated (the “Company”) is a wholly-owned subsidiary of
KOKUSATI Securities Co., Ltd. (the “Parent”), a Japanese corporation.

The Company was incorporated on June 1, 1987 under the laws of the State of Delaware
and is a registered clearing broker and dealer under the Securities Exchange Act of 1934.
The Company is a member of the National Association of Securities Dealers, Inc.
(“NASD”) and the National Futures Association (“NFA”). The Company acts as agent
for its Parent and customers in connection with the trading of U.S. and Japanese
securities.

2. Summary of Significant Accounting Policies

The preparation of the statement of financial condition in conformity with accounting
principles generally accepted in the United States requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and
the disclosure of contingent liabilities at the date of the statement of financial condition.
Actual results could differ from those estimates.

The Company records customer transactions and commissions on a trade date basis.

Short-term investments consist of time deposits that are carried at cost, which
approximates fair value. The related interest income 1s recognized on an accrual basis.

Fixed assets are comprised of furniture, equipment and software that are stated at cost,
net of accumulated depreciation. Furniture, equipment and software are depreciated on a
straight-line basis over their useful lives (generally five years).

All assets and liabilities denominated in foreign currencies are translated into U.S. dollars
at year-end exchange rates.




KOKUSAI America Incorporated
(A Wholly-Owned Subsidiary of
KOKUSALI Securities Co., Ltd.)

Notes to the Statement of Financial Condition (continued)

3. Related Party Transactions

The Company earns a portion of its revenues from executing securities transactions for
the Parent. In addition, the Company is charged a commission for executing securities
transactions with the Parent.

4. Income Taxes

Deferred taxes are recognized for the future tax consequences attributable to differences
between the financial statement carrying amounts of existing assets and liabilities and
their respective tax bases. Deferred taxes are measured using enacted tax rates expected
to apply to taxable income in the years in which those temporary differences are expected
to be recovered or settled. The effect on deferred taxes of a change in tax rates is
recognized in income in the period that includes the enactment date.

At March 31, 2002, the components of the Company’s deferred taxes are as follows:

Excess of depreciation on financial statements

over tax depreciation $ 144,065
Net operating loss ‘ 104,300
Total deferred taxes _ $ 248,365

5. Commitments

At March 31, 2002, future minimum lease payments under the Company’s
noncancellable lease, expiring in August 2002, total $72,224.

6. Net Capital Requirements

The Company is subject to the SEC’s Uniform Net Capital Rule (the “Rule”), which
requires the maintenance of minimum net capital and requires that the ratio of aggregate
indebtedness to net capital, both as defined, shall not exceed 15 to 1. The Rule also
requires that equity capital may not be withdrawn or cash dividends paid if the
Company’s resulting net capital ratio would exceed 10 to 1. At March 31, 2002, the
Company had net capital of $20,236,212 which was $19,986,212 in excess of required
net capital. The Company’s aggregate indebtedness to net capital ratio was .01 to 1 at
March 31, 2002.




KOKUSAI America Incorporated
(A Wholly-Owned Subsidiary of
KOKUSAI Securities Co., Ltd.)

Notes to the Statement of Financial Condition (continued)

6. Net Capital Requirements (continued)

The Company maintains a special reserve bank account for the exclusive benefit of
customers, in accordance with SEC Rule 15¢3-3. At March 31, 2002, $10,000 was held
in this special reserve bank account and is included in cash on the statement of financial
condition.

As a registered Futures Commission Merchant, the Company is also subject to
Regulation 1.17 of the Commodity Futures Trading Commission, which requires the
Company to maintain minimum net capital, as defined, equivalent to the greater of
$250,000 or 4% of the funds required to be segregated for Commodity Futures customers
under the Commodity Exchange Act. During the year ended March 31, 2002, the
Company did not engage in any business as a futures commission merchant and did not
hold any deposits for customers and non-customers.

7. Lines of Credit

The Company has established lines of credit with five Japanese banks totaling
approximately $45 million and does not incur any commitment fees. Such borrowings
would bear interest at floating rates. Overdrafts are payable upon demand. At March 31,
2002, there were no amounts drawn on such lines of credit,

8. Financial Instruments with Off-Balance Sheet Risk

In the normal course of business, the Company’s customers and principal trading-
activities involve the execution and settlement of various securities transactions. These
activities may expose the Company to the risk of loss in the event customers, other
brokers and dealers, banks, depositories or clearing organizations are unable to fulfill
contractual obligations. The Company monitors the credit standing of counterparties with
whom it conducts business on a periodic basis in order to control the risks associated with
these activities.




KOKUSAI America Incorporated
(A Wholly-Owned Subsidiary of
KOKUSALI Securities Co., Ltd.)

Notes to the Statement of Financial Condition (continued)

8. Financial Instruments with Off-Balance Sheet Risk (continued)

For transactions in customers’ cash accounts, the Company seeks to control the risks
associated with these activities by monitoring customers’ compliance with various
regulatory and internal guidelines. In the event a customer fails to satisfy its obligations,
the Company may be required to purchase or sell securities at prevailing market prices in
order to fulfill the customers’ obligations.

In the normal course of business, the Company enters into short-term forward currency
exchange contracts. Such transactions expose the Company to off-balance sheet risk. At
March 31, 2002, the Company did not have any open short-term forward currency
exchange contracts. -

9. Concentrations of Credit Risk

As a securities broker and dealer the Company is engaged in various securities trading
and brokerage activities servicing a diverse group of domestic and foreign corporations
and institutional investors. A substantial portion of the Company’s transactions is
executed with and on behalf of institutional investors, including other brokers and
dealers, commercial banks and other financial institutions. The Company’s exposure to
credit risk associated with the nonperformance of these counterparties in fulfilling their
contractual obligations pursuant to securities transactions can be directly impacted by
volatile securities markets, credit markets and regulatory changes.

The Company has established unsecured time deposits with four major Japanese banks,

which are classified on the statement of financial condition as short-term investments. As
of March 31, 2002, total deposits represented approximately 94% of total assets.

10. Benefit Plan

The Company has a Simple IRA plan for its employees. The Company matches 100% of
employee contributions up to a maximum of 3% of an employee’s salary.




KOKUSAI America Incorporated
(A Wholly-Owned Subsidiary of
KOKUSALI Securities Co., Ltd.)

Notes to the Statement of Financial Condition (continued)

11. Fair Value of Financial Instruments

The fair value of the Company’s assets and liabilities, which qualify as financial
instruments under Statement of Financial Accounting Standards No. 107, approximate
the carrying amounts presented on the statement of financial condition.

12. Parent Merger Agreement

On December 25, 2001, Mitsubishi Tokyo Financial Group Inc. announced its four-group
securities companies’ agreement to merge. The four companies are the Parent, Tokyo-
Mitsubishi Securities Co., Tokyo-Mitsubishi Personal Securities Co. and Issei Securities
Co. The merger is expected to be completed on September 1, 2002. As of March 31,

2002, no decisions have been made regarding the Company’s operations including

possible liquidation or merger with other U.S. subsidiaries of the four group securities
companies.




